By HOWARD MURAD

Plant and Equipment Expenditures by Foreign Affiliates of
US. Corporations, 1970-72

Forelgn afliliates of U.S. corporations
are planning to inercase cxpenditures for
plant and equipment 12 pereent  in
1971 to o total of $14.7 hillion, 1o be
followed by o 10 percont inercase in
1972 to o total of $16.1 hillion. These
imereases represent o considerable slow-
down from the 21 percent growth rate
registered in 1970,

EXPEHD]TURES for property,
plant, and equipment by foreign affili-
ates of U.S. corporations are expected
to total $14.7 billion in 1971, up 12
percent from the final 1970 estimate of
$13.1 billion. First estimates for 1972
indicate an increase of 10 percent over
1971 to o total of $16.1 billion. (See
chart 14, and table 1.)

These findings are based on the latest
OBE semiannual survey of about 450
large U.S. firms, with approximately
4,800 foreign affiliates, taken in June
1971. The figures, therefore, reflect the
pconomic environment prevailing at
that time. The new economic program
announced by the President in August,
including the decision to allow the
dollar to float aguinst other currencies
in foreign exchange markets, has clearly
changed that environment.

Spending increased 21 percent from
1969 to 1970. Compared to that in-
crease, the current estimate of 1971
spending shows a considerable slow-
down in the rate of growth. The de-
celeration is centered in manufacturing,
and probably reflects the general eco-
nomic slowdown in Europe. On the
other hand, expenditures in petroleum
and mining and smelting show sub-
stantial increases. The expected growth
of spending in 1972 reflects a recovery
in manufacturing coupled with sharply

reduced gains in petroleum and  in

mining and smelting.,

The 1970 figures are final figures
(the £ report for that year), and the
total differs only slightly from the
estimate made 6 months earlier (the
D report). The 1971 figures are based
on the € reports and the 1972 figures
on the A reports. As usual, table 1
gives 1971 and 1972 estimates adjusted
to take sccount of systematic bias in
the reports of planned spending. How-
ever, the bias adjustment procedure
now used differs from that used pre-

viously, and allows, for the first time,
publication of bins-mdjusted projections
in all the tablas.

Tridustry patiern

Qutlays by manufacturing affiliates
(see table 2) are expected to show only
small gains in 1971, the total rising 4
percent above 1970 to 6.8 billion.
If current expectations for 1972 are
realized, outlays will increase 13 percent
to $7.8 billion. In both 1971 and 1972,
affilintes  plan  to increase spending
in all major areas except Canada. The
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small size of the 1871 increase in part
refleats roported delays of 1971 spending
unkil 1972.

Within manufacturing, affiliates in
tho chemical indostyy plan Yttle choange
in 1971 and 1972 [rom the $1.3 billlon
reached in 1870, with gffilisates in
Canada plavning o decresse of 22 per-
cent in 197! and 9 porcent in 1972,
Afblintes in Eurone plan an 11 pereent
increase in 1971 spending, but cxioct to
reduce spending B percent in 1972,
Both the increase in 1971 end the
decrense in 1972 are due Jargely to the
spending  pattorn of affilisges in the
Thited Kingdom and Gormany.

Affiliates engaged in mochinery pro-
ducion plan relatively large increascs.
They plan to incraase spending 7 por-
cent in 1971 and 35 percont, to $2.8
billion, in 1972. In both years spending
is expected to show capecinlly strang
growth in Canada, Latin America, the
United ICingdom, and Japan. Laorgely
reflecting spending in Germony, ma-
chinery producers in the EEC are
projecting a smnll decrease in 1971,
followodl by n sLeep rise of 41 pereent in
1972, {The cost of mnchinefy asquired
or produccd by menubactoring wffiliates
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for lensing ie others, a significont
fnctor iIn the computer manufncturing
industry abroad, is counted as part of
affilintes’ capitel oxpenditure. There-
fore, not wll the growth registered in
this nyen represents expansion of plont
cupacity)

Manufacturers of trapsportation
equipment expect spending Lo decling
6 percent in 197! te $1.0 hillion,
reflecting substantial reductions in
Canada. and the United Kingdom.
Investment ia expected to pick up
glightly in 1972, but to remain below
the 1970 leval.

All other manufacturing affilistes
talean topathar axpout to incroase spend-
ing 6 percont in both 1971 and 1572,
following am incresss of 31 poreent in
1970. Incranses in 1871 are especially
sipnificant in Cannda and the United
Kingdotn. In 1972, increnses are partie-
ularly large in the Uhnited Kingdoem,
Germany, and Jopan.

Affiliates in the pelredewm industry
{(sce table 3) estimate expenditures of
$4.6 billion in 19871, up 22 percent from
1970. Inmcreased expenditures ore re-
ported for nearly all major geogrophic
arens, but wmre capecially layge for

Gephbamer 1971

tonker construstion. The expected rise
in 1972 is only 2 percenl, concentrnbed
imn Canadn, the Middle East, Japan,
ond those Evropean countries affected
by exploration in the Nord: Bz {the
United Kingdom, Norway, and the
Netherlands), Major- declines are re-
poriad -elsewhere for 1972, particolarly
in Labye ond Ladin Amenica.

Led by investment in Conade and
Aunstrolia, affiliates n mining and
smeliing show the largest percomiage
increase of any major ndustry grouwp
in 1971, with spending tising 36 per-
cent. The strength of the expected
incrense in both countries i= more than
enough to offset a 25 percent decline
now scen for mining affiliates in Latin
America. The sharp drop in Latin
American spencling s centered on
reductions in Chile, where the zavern-
ment hos nationslized some American
holdings. The rise in spending by
mining and smelting affiliztes is much
smoller in 1972, A large incressz is
expectcd in Canada and affiliates in
Mexico and Central America slse plan
incren=es, bub investment totals for
Latin America are expected to remain
for below the 1970 volume for that
DR
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Affilintes I other industries wro ex-

pected to increnso outlays 4 percent in  of the world showed increnses in both
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1972 {to $1.7 billion). Al major avoas speading decreaso is expected in 197i.

Maosgt of the planned growth in this

1971 (to $1.4 billion} and 22 pereentin  years, except Canadn, whore o slieht  aggregato gronp is related to expendi-

Tahle 2.—Esthinates of Mant and Equipment Expeaditures by U 5. Corporations” Fordan Monufacturing Afiliates, by Scloctod Countey=—
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turcs by offhliates cngaged in trado,
lensing, sl services.

Geographic petterrn

Alter a vise of 20 peveent in 1970 fo
$5.0 bLillico, Europenn effilintes are
cxpected be incresse spenuling 9 percenk
in 1971 and 14 percent m 1972 to $6.2
billion (kable 1), Tho rclativaly small
gain in 1971 reflecis the moderote 6
percent increase by manufactuwing wl-
filiates in the Enropean Economic
Community; in 1972, these same affili-
atcs nre planning o 19 percent  in-
craase. Cetrolown offilintes plon o 23
parcent increasc in 1971 ond o 2 por-
cent decrense in 1972 In both years,

Table Jo—Eatiimoton of Plant and Equi

ut Expenalitures by U, 5. o
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the zrowth of spending in Buropean
countrics outside the EEC is sparked
by outlays of monmfacturing offiliates
in the Unitod Kmzdom ind peivolonm
affilintes in  the United Kingdom,
Denmark, Norway, and Spain.
Spending by affilintes in Canada s
expoctet] to ineronsn 13 porcont in 1971
and 11 peceent in 1992 to $3.4 billion,
sfter increasing 17 poreont in 1979. The
increases in all 8 years aro duo largely to
cxpenditures by affilintes in the exbrag-
tive industiies. Expenditures by mining
and smoliing offilintes are expecied bo
1iso 84 perecnt in 1871 wnd 11 percent
in 1872. This heavy spending is con-
nected with the development of iren

rations’ Foreign

AfTilimes in the Petrolcnm and Mining ol Smeitlng, aml Other Indusidce (ExcepL
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ara, nickel, and copper daposite. Monu-
facineing affiliates in Canada expect fo
reducoe spending mederately in both
1971 and 1972,

Outlnys in Lotin Americe are ex-
pected to deerease 2 porcent in 1871
but to rise & percent In 1972 te $2.0
billicn. Continuing recent trends, min-
ing and smelting affilintes are expecting
g0 roduce spending in both years, but
manufacturing firme are planning
4 percent risa in 1971 and a 28 percent
vise for 1972. Increases planned by
manufacturers in Brazil and Mexice
are especially large.

Affilintes m  “other oreas" are
planning o 24 ppercent increase in 1971
to 4.2 billion, nnd o & percent inereage
to $4.4 billion in 1972, A large portion
of the 1971 increase is duo to spending
Ly afflisics in mining and smelting
and petroleum, which expeot incresses
of 55 percent and 38 percemd, Tespec-
tively. The projected 1972 rise reflects
incresses in petroleum and manufas-
turing. The projected 1972 deorense in
mining and smeiting reflects reduced
spending by offilistes in  Australia,
where large projects to develop nickel
pnd bauxite deposits will be nearing
completign.

Clossified nccording te the country
schiedules established by the Office of
Foreign Direct Investments, affiliates
in Sehedule C countries {including
most of gontinental Western Europe
and Scugh Africe), for which controls
on capitol owtBows from the United
States are sitictest, oxpect incroases of
& percent in 1971 and 18 percent in
1972, to $4.4 billion (table 1). While
thesa rates of incrense ore considerably
below the 32 percent reported in 1970,
total spending by affilinies in Schodula
C couniries in 1072 will exceed toials
for Schedules B and A for the firet
time sinece initintton of the contrel
program fn 1968, In both 1871 and
1972 the largest increases in the Schad-
wle O aggrogate ave by manufeeturing
and petroleum affilintes.

The largo expenditures projected by
affilintes in Schedule O countries do
not neceesarlly lesd to an increnss In
the use of U.5. funds ovarsess, which
the OFDI program is designod to limit.
To the extent that investment needs
can bo financed by borrowing nbrond,
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gpending for plant and equipment is
not limited by OFDI ragulations.

Affiliates in Scheduls B countries
{incluthng the Unitad Kingdom, Japan,
and Australin} oxeopi bo ineroase spend-
ing 12 perecnt in 1971 and 4 percent
in 1972 to $4.2 hillion. Affilistes in
Schedulo A eounbries (neluding most
of the sz Jdoveloped countvies), for
which controls on capital outdows ars
most lonient, show the lergest growth
in 1971—na rise of 16 percend. An
inctense of B prercent fo $4.0 billion is
aexpocted in 1973,

Nate on methodology

The spending projections presenéed
hero were prepnrod with a revised
mathed to climinpie—or at least ye-
duco—any sysicmatic bias in responses
to tho four expectotions survoys taken
for oach yenr {in June and December
of the proceding year and June nnd
Decornber of the year in question, i.c.,
A, B, O and D roports). The revised
method hos two primary advaniages
over the old method. (Fer a complete
disoussion of the old mothod see the
tachnical noto on page 46 of the March

SURVEY OF CURRENT BUSINESS

1069 I=ue of the Svsvey.} The hrsi
advantage of the new mothed is fhat
it ralics on experience ovex the last §
yenrs do pdjnst for possible bias in the
sureent projection. The eccond ndvan-
tnge is thal the mothod is applicable at
disaggregotod lovels, thus making pes-
sible tabulation of cell data on o bias-
sdjusied basis.

The first stop under the new mothod
was to calenlate, for the 1971 & and
1972 A reporis separately, ratics of
actual spending (the final X estimaie)
te the reported expectotion, for each of
the previcus 5§ yenrs. No bias ndjust-
ment was mode unless there was &
deviation in the same dircclion in at
Inasé 4 of the 5 vears, Aleo, no adjust-
ment was made to items below $10
million. Whan an wdjustment waa nec-
casary under theae criterie, the medion
ratic of actual to expected spending in
the 5-year period was applied ns an
ediustment factor,

The decision os te whether the first
{A) and seeond (B} survey estirmates
1oa g, given year need odjustment must
be mnde withoui gcbunlfexpectod ratios
for the preceding yemr since there are

31

no getual figures yot available for that
year. In doriving the bias-adjusted 1972
date presented heee, the yesrs 1986-70
woro usecd ginge petunl dnta for 1671
e nob available. In caloulating bina
adjustments for the thicd (7 and fourth
(1) estimotes of 1972 spending, the
years 1956771 will be nsed singo final
1571 data will ba pvailable.

The tables published in this article
wera prepaved by applying the "four
out of five™ rule ot or below the lowest
published countey-industry daka eell
anel then summing up to the published
totals by indugtey and area.

A companizon of bias-adjusted pro-
jeetions derived undar the old and the
now methods indisntes only minor
differences for tho 1071 € projection but
major differcnces for the 197% A
projection:

HMHilon ¥ Tercont cldnge
Irom preceding ¥
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(Continued from pags 5

to the samplo datn after they had beon
rearranged so0 that produetion on sl
sample contracts wns treated os bogin-
ning at the same time, i.e.,in 2 hyrpothet-
icol month zera. This rearrangsment of
tive samplo data wos designad to deal
with certein difficulties that stommedl
from contract rvenogotistiens. It is
apparent that these two medifications
of the bnsie Q=10 model may introduce
errors into the ealculations. Attompts to
define the direction, let alone the magni-
tude, of thesa possible errors in n mannor
helpful to the evalunéion of the results
hove been unsuccossful, Other limita-
tions of the study nre diseussod in the

previcus soction which denls in gronter
defail with the sample datn.

Esgimation of the maodel

Equation (15} was ¢stimnted using mn
Almon lag. A second dogree polynomial
was used with the restriction thet the
coelficient (ay) of the last legged wari-
able have the valuo of zoro. This was
justafied, because the influence of suc-
cessive U0's diminished quickly.?

(16) (.= .00300J0x— 1173 AU,
(52.3} {—4.13)
— 0824 AUQ . — .0¢33 4 UD, .,
{—06.79} {—2.31)

n& h I'.II|I:C| degren tal yinomdnt ww) diderent BE Tengths wrim

R2*= 051, Durbin Watson siatis-
tic=1.10, standard errorfmean of de-
pandent  varinble==,118, & ratios in
porantheses.

The cocfficients on the lagged vari-
nbles deteriovnte smoothly to zero, the
b rnties for a*, ny nigl 2, e significant
ik the 98.5 peveent level of gonfidenece,
and the t ratie for oy is significant ab
the 97.5 pereent level. With 33 abser-
votions and o Durbin Walson statistic
of 1.10, the hypothesis that significant
autocorrelation of the oror ferme exists
13 nat accoplad at the 97.5 percent level
of confideneo.

The actual and predicted velues of
production on the sample contracts are
ghown on chark 15,



